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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Member of

Pipeline Trading Systems LLC

We have audited the accompanying statement of financial condition of Pipeline Trading Systems LLC wholly

owned subsidiary of Pipeline Financial Group Inc the Company as of December 31 2010 This financial

statement is the responsibility of the Companys management Our responsibility is to express an opinion on this

statement of financial condition based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of America

as established by the American Institute of Certified Public Accountants Those standards require that we plan

and perform the audit to obtain reasonable assurance about whether the financial statements are free of material

misstatement An audit includes consideration of internal control over financial reporting as basis for designing

audit procedures that are appropriate in the circumstances but not for the purpose of expressing an opinion on the

effectiveness of the Companys internal control over financial reporting Accordingly we express no such

opinion An audit also includes examining on test basis evidence supporting the amounts and disclosures in

the financial statements assessing the accounting principles used and significant estimates made by management

as well as evaluating the overall financial statement presentation We believe that our audit provides reasonable

basis for our opinion

In our opinion the financial statement referred to above presents fairly in all material respects the financial

position of Pipeline Trading Systems LLC as of December 31 2010 in conformity with accounting principles

generally accepted in the United States of America

fr-7ao74luP
New York New York

February 23 2011

Grant Thornton LLP

U.S member rm of Grant Thornton Internahonal Ltd



PIPELINE TRADING SYSTEMS LLC

wholly owned subsidiary of Pipeline Financial Group Inc
Statement of Financial Condition

December 31 2010

ASSETS

Cash and cash equivalents 5314143

Investment securities owned at fair value 11261632

Receivable from broker 1432659

Commissions receivable 197435

Equipment net of accumulated depreciation of $1691447 136161

Other 584304

Total assets 18926334

LIABILITIES AND MEMBERS EQUITY

Accounts payable 912748

Accrued expenses and other 3107564

Total liabilities 4020312

Members equity 14906022

Total liabilities and Members equity 18926334

The accompanying notes are an integral part of this statement
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PIPELINE TRADING SYSTEMS LLC

wholly owned subsidiary of Pipeline Financial Group Inc
Notes to Statement of Financial Condition

December 31 2010

ORGANIZATION

Pipeline Trading Systems LLC the Company is New York City based broker-dealer that is registered

with the Securities and Exchange Commission SEC and is member of the Financial Industry

Regulatory Authority Jnc F1NRA The Company operates the Pipeline Alternative Trading System

ATS an electronic marketplace that enables institutions and brokerage firms to quickly and efficiently

trade large blocks of NYSE NASDAQ NMS and AMEX stocks and Exchange Traded Funds ETFs
The Company also routes orders to other broker-dealers and market destinations for execution

The Company generates commission revenue through securities transactions and introduces customers to its

clearing broker pursuant to fully disclosed clearance agreement The Company is therefore exempt from

the requirements of SEC Rule 5c-3 under paragraph k2ii

The Company is wholly owned subsidiary of Pipeline Financial Group Inc the Parent

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Preparation

The financial statements have been prepared in accordance with accounting principles generally accepted in

the United States of America US GAAP

Cash and Cash Equivalents

The Company considers its investments in financial instruments with maturities of less than 90 days when

issued or acquired to be cash equivalents Cash and cash equivalents are held primarily at one major

financial institution At times the amount on deposit exceeds the insured limit of the institution and exposes

the Company to credit risk

Investment Securities

The Company accounts for its investment securities at fair value Investment securities with maturities of

greater than 90 days when issued or acquired are presented as investments in securities owned

Customer Securities Transactions

The Company records securities transactions executed for its customers and related commissions and

expenses on trade-date basis

Deferred Revenue

The Company has received commission revenue in advance of services provided and will recognize this

revenue in the period in which the customer performs securities transactions

Depreciation

Equipment is stated at cost less accumulated depreciation Depreciation on equipment is computed using

the straight-line method over three years Depreciation on purchased software is computed using the

straight-line method over the estimated useful lives of the assets generally three years

-3-



PIPELINE TRADING SYSTEMS LLC

wholly owned subsidiary of Pipeline Financial Group Inc
Notes to Statement of Financial Condition

December31 2010

Income Taxes

No provision for income taxes has been reflected in the accompanying financial statements The Company
is limited liability company and disregarded entity for tax purposes There is no tax sharing agreement

between the Company and its Parent and there have been no distributions to the Parent for reimbursements

of taxes

As required by the uncertain tax position guidance in ASC 740 the Company recognizes the financial

statement benefit of tax position for those jurisdictions that apply an entity level tax only after

determining that the relevant tax authority would more likely than not sustain the position following an

audit At the adoption date and for the year ended December 31 2010 the Company did not have any

material uncertain tax positions for which the statute of limitations remained open

Use of Estimates

The preparation of financial statements in conformity with US GAAP requires management to make

estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of

contingent assets and liabilities at the date of the financial statements Actual results could differ from

those estimates

FAIR VALUE MEASUREMENTS

US GAAP establishes hierarchal disclosure framework that prioritizes and ranks the level of market price

observability used in measuring investments at fair value Market price observability is impacted by
number of factors including the type of investment and the characteristics specific to the investment

Investments with readily available active quoted prices or for which fair value can be measured from

actively quoted prices generally will have higher degree of market price observability and lesser degree

of judgment used in measuring fair value

Investments or assets measured and reported at fair value are classified and disclosed in one of the

following categories

Level Quoted prices are available in active markets for identical investments as of the reporting date

As required by US GAAP the Company does not adjust the quoted price for these

investments even in situations where we hold large position and sale could reasonably

impact the quoted price

Level Pricing inputs are other than quoted prices in active markets which are either directly or

indirectly observable as of the reporting date and fair value is determined through the use of

models or other valuation methodologies

Level Pricing inputs are unobservable for the investment and include situations where there is little

if any market activity for the investment The inputs into the determination of fair value

require significant management judgment or estimation

-4-



PIPELINE TRADING SYSTEMS LLC

wholly owned subsidiary of Pipeline Financial Group Inc
Notes to Statement of Financial Condition

December31 2010

In certain cases the inputs used to measure fair value may fall into different levels of the fair value

hierarchy In such cases an investments level within the fair value hierarchy is based on the lowest level

of input that is significant to the fair value measurement The assessment of the significance of particular

input to the fair value measurement in its entirety requires judgment and considers factors specific to the

investment

The following table summarizes the valuation of the Companys assets carried at fair value by the fair

value hierarchy levels as of December 31 2010

Level Level Level Total

Assets

Cash and cash equivalents

Money market fund 2399297 2399297

Fixed income securities 999457 999457

Investment securities owned at fair value

US treasury bills 3004390 3004390

Fixed income securities 8257242 8257242

Totals 5403687 9256699 14660386

NET CAPITAL REQUIREMENT

As registered broker-dealer the Company is subject to Uniform Net Capital Rule 5c3-1 of the SEC
which requires that the Company maintain minimum net capital as defined of $250000 or 6-2/3% of

aggregate indebtedness as defmed whichever is greater Net capital and aggregate indebtedness change

day to day but as of December 31 2010 the Company had net capital of $13966579 which was

$13698558 in excess of its required minimum net capital of$26802l The Companys ratio of aggregate

indebtedness to net capital was 0.29 to

The Company maintains proprietary accounts with the clearing broker PAIB assets for deposit errors

accommodations and sundry expense purposes the Company does not regularly trade for its own account

PAIB assets are considered allowable assets in the computation of net capital pursuant to an agreement

between the Company and the clearing broker which requires among other things that the clearing broker

perform computation of PAIB assets similar to the customer reserve computation set forth in Rule 5c3-3

-5-



PIPELINE TRADING SYSTEMS LLC

wholly owned subsidiary of Pipeline Financial Group Inc
Notes to Statement of Financial Condition

December 31 2010

EQUIPMENT

Equipment consists of the following

December 31

2010

Computer equipment 1552483

Software 275125

1827608

Accumulated depreciation 1691447

136161

RELATED PARTY TRANSACTIONS

Transactions with the Parent

The Company has entered into series of administrative agreements the Agreements with the Parent

under which the Parent provides the services of its employees and other services as may be required by the

Company for which the Company pays the Parent Such expenses include salaries of certain personnel

office space legal services use of the trading system and related computer equipment and technical support

services Effective July 2009 the Company agreed to pay the Parent monthly $1750000 plus 15% of

revenue In addition on an exceptions basis the Parent may occasionally make payments as result of the

Companys activities or on behalf of the Company that are outside of the scope of the Agreement in place at

the time of the payment In such situations the Parent is reimbursed by the Company and the relevant

expenses are recognized by the Company

At December 31 2010 the Company had $353697 payable to the Parent for administrative fees which is

included in accrued expenses and other on the statement of financial condition

Transactions with Pipeline Financial Group LTD

The Company has entered into commission sharing arrangement with the Pipeline Financial Group LTD

LTD under which the Company shares commissions generated by its customers for executing securities

transactions in non-United States securities

At December 31 2010 the Company had $260437 payable to LTD for shared conimissions which is

included in accrued expenses and other on the statement of financial condition
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PIPELINE TRADING SYSTEMS LLC

wholly owned subsidiary of Pipeline Financial Group Inc
Notes to Statement of Financial Condition

December 31 2010

Adaptive Technologies Inc

Pursuant to license agreement entered into by the Parent and Adaptive Technologies Inc AT the

Parent has agreed to pay AT royalties based upon factors that can include activities conducted by the

Company Accordingly the Company recognizes such royalties as an expense and pays such royalties

directly to AT An officer of the Parent owns significant equity interest in AT At December 31 2010

the Company had $269716 payable to AT which is included in the accrued expenses and other on the

statement of financial condition

Transactions with other Affiliates

Subscribers to the Companys brokerage services may be affiliated with the Parent and as such trade

equity and/or option securities via the Company Affiliates do not receive any advantage whatsoever in

their trading on the Pipeline ATS The Companys policy is that Affiliates are subject to the same price-

time prioritization rules as non-affiliates ii receive the same information about orange and black lights as

non-affiliates and iii have no access to order or trade data of other subscribers

COMMITMENTS AND CONTINGENCIES

Legal Matters

The Company is periodically involved in legal matters including regulatory proceedings and litigation that

arise in the normal course of business The Company is currently responding to information requests from

the SEC regarding its business activities The Company does not believe any such matters in which it is

currently involved will have material adverse effect on its financial position or its results of operations

License Agreements and Other

Pursuant to license agreement the License Agreement as amended July 17 2009 entered into by the

Parent and third party the Parent has commitment to pay the third party royalties in connection with the

use of information provided by the third party in the Companys trading system Obligations under the

License Agreement arising from the Companys operations are recognized at the Parent level and related

expenses are recognized by the Company under the agreement with the Parent

The Company has client commission arrangements with certain subscriber customers to pay for investment

related services At December 31 2010 the Company had recorded $1740342 of investment-related

services liability which is included in accrued
expenses

and other on the statement of financial condition

Operating Lease

The Company leases office space in Boston Massachusetts Chicago Illinois and San Francisco California

under noncancelable operating leases expiring at various dates through 2012
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PIPELINE TRADING SYSTEMS LLC

wholly owned subsidiary of Pipeline Financial Group Inc
Notes to Statement of Financial Condition

December 31 2010

The following is schedule by years of future minimum annual rental payments under noncancelable

operating leases

December 31

2010

2011
279993

2012 89768

369761

TRANSACTIONS WITH CLEARING BROKER

The Company conducts business with its clearing broker on an agency basis on behalf of its customers and

occasionally for its own proprietary account The Company earns commissions as an introducing broker for

the transactions of its customers The clearing and depository operations for the Companys customer

accounts are performed by its clearing broker pursuant to clearance agreement The Company has agreed

to indemnify its clearing broker for losses the clearing broker may sustain as result of the failure of the

Companys customers to satisfy their obligations in connection with their securities transactions

OFF-BALANCE-SHEET RISK CONCENTRATION RISK AND CREDIT RISK

In the normal course of business the Company executes with its clearing broker as agent transactions on

behalf of its customers where the risk of potential loss due to market fluctuations market risk or failure of

the other party to the transaction to perform credit risk exceeds the amounts recorded for the transactions

Should counterparty not fulfill its obligations in any of these transactions the Company may be required

to buy or sell the securities at prevailing market prices in the future on behalf of its customers

10 DEFERRED REVENUE

The Company has received commission revenue in advance of services provided and will recognize this

revenue in the period in which the customer executes securities transactions At December 31 2010 the

Company had recorded $138460 of deferred revenue which is included in accrued expenses and other on

the statement of financial condition

11 SUBSEQUENT EVENTS

The Company has evaluated events and transactions that may have occurred since December 31 2010

through the date the financial statements were available for issuance and has determined there were no

subsequent events during this period which impacted the financial statements
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Independent Registered Public Accounting FirmsSupplementary

Report on Internal Control Required by SEC Rule 17a-5

PIPELINE TRADING SYSTEMS LLC
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Audit Tax Advisory
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INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRMS SUPPLEMENTARY
REPORT ON INTERNAL CONTROL REQUIRED BY SEC RULE 17A-5

To the Member of

Pipeline Trading Systems LLC

In planning and performing our audit of the financial statements of Pipeline Trading Systems LLC wholly

owned subsidiary of Pipeline Financial Group Inc the Company as of and for the
year

ended December 31

2010 in accordance with auditing standards generally accepted in the United States of America we considered

the Companys internal control over financial reporting internal control as basis for designing our auditing

procedures for the purpose of expressing our opinion on the financial statements but not for the purpose of

expressing an opinion on the effectiveness of the Companys internal control Accordingly we express no such

opinion

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission SEC we have made

study of the practices and procedures followed by the Company including consideration of control activities for

safeguarding securities This study included tests of compliance with such practices and procedures that we

considered relevant to the objectives stated in Rule 7a-5g in making the periodic computations of aggregate

indebtedness and net capital under Rule 17a-3a1 and for determining compliance with the exemptive

provisions of Rule 5c3-3

Because the Company does not carry securities accounts for customers or perform custodial functions relating to

customer securities we did not review the practices and procedures followed by the Company in any of the

following

Making quarterly securities examinations counts verifications and comparisons and recordation of

differences required by Rule 7a- 13

Complying with the requirements for prompt payment for securities under Section of Federal Reserve

Regulation of the Board of Governors of the Federal Reserve System

Grant Thornton LLP

U.S member hrm of Grant Thornton International Ltd



Management of the Company is responsible for establishing and maintaining internal control and the practices

and procedures referred to in the preceding paragraph In fulfilling this responsibility estimates and judgments

by management are required to assess the expected benefits and related costs of controls and of the practices and

procedures referred to in the preceding paragraph and to assess whether those practices and procedures can be

expected to achieve the SECs above-mentioned objectives Two of the objectives of internal control and the

practices and procedures are to provide management with reasonable but not absolute assurance that assets for

which the Company has responsibility are safeguarded against loss from unauthorized use or disposition and that

transactions are executed in accordance with managements authorization and recorded properly to permit the

preparation of financial statements in conformity with accounting principles generally accepted in the United

States of America US GAAP Rule 7a-5g lists additional objectives of the practices and procedures listed in

the preceding paragraph

Because of inherent limitations in internal control and the practices and procedures referred to above error or

fraud may occur and not be detected Also projection of any evaluation of them to future periods is subject to the

risk that they may become inadequate because of changes in conditions or that the effectiveness of their design

and operation may deteriorate

deficiency in internal control exists when the design or operation of control does not allow management or

employees in the normal course of performing their assigned functions to prevent or detect misstatements on

timely basis material weakness is deficiency or combination of deficiencies in internal control such that

there is reasonable possibility that material misstatement of the Companys financial statements will not be

prevented or detected and corrected on timely basis

Our consideration of internal control would not necessarily identify all deficiencies in internal control that might

be material weaknesses Given these limitations during our audit we did not identify any deficiencies in the

Companys internal control including control activities for safeguarding securities that we consider to be material

weaknesses However material weaknesses may exist that were not identified

We understand that practices and procedures that accomplish the objectives referred to in the second paragraph of

this report are considered by the SEC to be adequate for its purposes in accordance with the Securities Exchange

Act of 1934 and related regulations and that practices and procedures that do not accomplish such objectives in

all material respects indicate material inadequacy for such purposes Based on this understanding and on our

study we believe that the Companys practices and procedures as described in the second paragraph of this

report were adequate at December 31 2010 to meet the SECs objectives

This report is intended solely for the information and use of the Member management the SEC the Financial

Industry Regulatory Authority Inc and other regulatory agencies that rely on Rule 17a-5g under the Securities

Exchange Act of 1934 in their regulation of registered brokers and dealers and is not intended for and should not

be used by anyone other than these specified parties

uP
New York New York

February 23 2011
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INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRMS REPORT
ON APPLYING AGREED-UPON PROCEDURES RELATED TO

AN ENTITYS SIPC ASSESSMENT RECONCILIATION

To the Member of

Pipeline Trading Systems LLC

In accordance with Rule 17a-5e4 under the Securities Exchange Act of 1934 we have performed the

procedures enumerated below with respect to the accompanying Schedule of Assessment and Payments to the

Securities Investor Protection Corporation SIPC for the year ended December 31 2010 which were agreed to

by Pipeline Trading Systems LLC wholly owned subsidiary of Pipeline Financial Group Inc the

Company and the Securities and Exchange Commission Financial Industry Regulatory Authority Inc and

SIPC solely to assist you and the other specified parties in evaluating the Companys compliance with the

applicable instructions of the Assessment Reconciliation Form SIPC-7 The Companys management is

responsible for the Companys compliance with those requirements This agreed-upon procedures engagement

was conducted in accordance with attestation standards established by the American Institute of Certified Public

Accountants The sufficiency of these procedures is solely the responsibility of those parties specified in this

report Consequently we make no representation regarding the sufficiency of the procedures described below

either for the purpose for which this report has been requested or for any other purpose The procedures we

performed and our findings are as follows

Compared the listed assessment payments in Form SIPC-7 with respective cash disbursement records

entries noting no differences

Compared the Total Revenue amounts of the audited Form X-17A-5 for the
year

ended December 31

2010 as applicable with the amounts reported in Form SIPC-7 for the year ended December 31 2010

noting no differences

-2-
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Compared any adjustments reported in Form SIPC-7 with the FOCUS Income Statement schedule for the

year ended December 31 2010 noting no differences

Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the related FOCUS

Income Statement schedule for the year ended December 31 2010 supporting the adjustments noting no

differences

We were not engaged to and did not conduct an examination the objective of which would be the expression of

an opinion on compliance Accordingly we do not express
such an opinion Had we performed additional

procedures other matters might have come to our attention that would have been reported to you

This report is intended solely for the information and use of the specified parties listed above and is not intended

to be and should not be used by anyone other than these specified parties

LIP

New York New York

February 23 2011
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SECURITIES INVESTOR PROTECTION CORPORATION
P.O Box 92185 Washington D.C 20090-2185

202-371-8300

General Assessment Reconciliation

For the fiscal year ended 2012
Read carefully the instructions in your Working Copy before completing this Form

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS

Name of Member address Designated Examining Authority 1934

purposes of the audit requirement of SEC Rule 17a-5

066136 FINRA DEC

PIPELINE TRADING SYSTEMS LLC

A1TN DAVID CHASKIN

60 42ND ST STE 624

NEW YORK NY 1O165O623

PAID WITH THIS FORM
Check enclosed payable to SIPC

Total must be same as above

Overpayment carried forward

Act registration no and month in which fiscal year ends for

Note If any of the information shown on the mailing label

requires correction please e-mail any corrections to

form@sipc.org and so indicate on the form filed

Name and telephone number of person to contact

respecting this form

5S4

Subsidiaries Sand predecessors included in this form give name and 1934 Act registration number

The SIPC member submitting this form and the

person by whom it is executed represent thereby

that all information contained herein is true correct

and complete

Dated the day of________________ 20 clF-o
Title

This form and the assessment payment is due 60 days after the end of the fiscal year Retain the Working Copy of this form

for period of not less than years the latest years in an easily accessible place

SIPC-7

33-REV 7/10

SIPC-7

33-REV 7/10

99

General Assessment item 2e from page

Less payment made with SIPC-6 filed exclude interest

Date Paid

Less prior overpayment applied

Assessment balance due or overpayment

Interest computed on late payment see instruction for_.__days at 20% per annum

Total assessment balance and interest due or overpayment carried forward

Rs32q

__

\óAC Stvt L-t.L

of

Authorized Sigriaturel

Received

es __________
Postmarked

Calculations _________

c. Exceptions

Disposition of exceptions

Reviewed

Documentation __________ Forward Copy



DETERMINATION OF SIPC NET OPERATING REVENUES
AND GENERAL ASSESSMENT

Item No
2a Total revenue FOCUS Line 12/Part hA Line Code 4030

2b Additions

Total revenues from the securities business of subsidiaries except foreign subsidiaries and

predecessors not included above

Net loss from principal transactions in securities in trading accounts

Net loss from principal transactions in commodities in trading accounts

Interest and dividend expense deducted in determining item 2a

Net loss from management of or participation in the underwriting or distribution of securities

Expenses other than advertising printing registration fees and legal fees deducted in determining net

profit from management of or participation in underwriting or distribution of securities

Net loss from securities in investment accounts

Total additions

2c Deductions

Revenues from the distribution of shares of registered open end investment company or unit

investment trust from the sale of variable annuities from the business of insurance from investment

advisory services rendered to registered investment companies or insurance company separate
accounts and from transactions in security futures products

Revenues from
commodity transactions

Commissions floor brokerage and clearance paid to other SIPC members in connection with

securities transactions

Reimbursements for postage in connection with proxy solicitation

Net gain from securities in investment accounts

100% of commissions and markups earned from transactions in certificates of deposit and
ii Treasury bills bankers acceptances or commercial paper that mature nine months or less
from issuance date

Direct expenses of printing advertising and legal fees incurred in connection with other revenue
related to the securities business revenue defined by Section 169L of the Act

Other revenue not related either directly or indirectly to the securities business
See Instruction

Amounts for the fiscal period

beginning 20i.2

and ending 1wt 2OjQ
Eliminate cents

9O5t

Total interest and dividend expense FOCUS Line 22/PART IA Line 13
Code 4075 plus line 2b4 above but not in excess
of total interest and dividend income $________

ii 40% of margin interest earned on customers securities

accounts 40% of FOCUS line Code 3960 $_______

Enter the greater of line or ii

Total deductions

2d SIPC Net Operating Revenues

2e General Assessment .0025

fl2
$-
to page line 2.A


